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UNION OIL COMPANY 
OF CANADA LIMITED 


Report to the Shareholders 


Nineteen seventy-five was a year of gradual recovery from 
the disruptive events experienced by the Canadian 
petroleum industry during 1974. Many of the harmful 
measures initiated by both federal and provincial 
governments in 1974 have carried over into 1975 and, 
although modified to some extent, will continue to affect 
operations in 1976. Notwithstanding these problems, 
improved financial results were attained in 1975 and we 
anticipate continued improvement in 1976. 


Of the many problems faced by the petroleum industry over 
the past two years the most serious is the double taxation 
issue that resulted from the federal-provincial dispute over 
revenue sharing. Provincial royalties on production were 
sharply increased in 1974 and the federal government, on 
the basis that its tax base was being eroded, responded 
with amendments to the Income Tax Act, effective May 6, 
1974, which required producers to pay tax on the 
provincial government royalty payments. The resulting 
double taxation has been the issue of greatest concern to 
the Company and has caused cancellation or 
postponement of several projects originally scheduled to 
continue or commence in 1975. Price constraints on both 
our field production and refined products have further 
restricted the Company’s ability to generate revenue. 
Administrative complexities, resulting from frequent and 
often retroactive taxation and regulatory revisions, are 
seriously reducing time available for productive effort. 


The Company, like all Canadian citizens, has felt the 
impact of inflation and the resulting increase in costs. In 
this regard we support, as an interim measure, the 
government's anti-inflation program. However, we believe 
that extended controls will distort the economy and that 
inflation will not be controlled until programs are 
introduced to restrain government spending and improve 
industrial productivity. 


Net earnings in 1975, including an extraordinary gain of 
$1.0 million, were $15.4 million, as compared to 1974 net 
earnings of $12.3 million. Net earnings for 1974 have been 
adjusted upward, due to the recalculation of income taxes 
described in Note 1 to the financial statements. Return on 
shareholders’ equity has risen from 8.6% in 1974 to 10.1% 
in 1975. Cash flow from operations was reduced to $29.2 
million in 1975 from $39.2 million in 1974, primarily as a 
result of the Company being taxable for the full year. Other 
comments on financial results may be found in the 
Financial Summary and Analysis on page 9 and Notes to 
the Financial Statements on page 15. 


In March 1975, the Board of Directors declared a special 
dividend of 60 cents per share, the first dividend paid by the 
Company. 


Capital expenditures for petroleum exploration were 
reduced in 1975 as emphasis has been redirected from 
federal lands in the high cost frontier areas of Canada to 
Alberta and British Columbia, where expanded drilling and 
land acquisition programs have been initiated. This change 
in emphasis is a direct result of an improved regulatory 
climate in the two provinces, the unsatisfactory form and 
content of the proposed federal land regulations and 
uncertainty with respect to preferential rights which may 
be granted to Petro-Canada, the newly created national 

oil company. 


In the People’s Republic of Bangladesh the results of 
seismic surveys, which are still in progress, have been 
encouraging and the first exploratory drilling is scheduled 
for early 1976. 


During 1975 evaluation work was continued on a recently 
discovered thermal coal deposit in Alberta in which the 
Company holds an 80% working interest, and the results to 
date indicate potential for a significant reserve. We expect 
to conclude field evaluation and commence a mining 
feasibility study in 1976. 


In Our production operations a concerted effort was made 
over the past twelve months to work out a Suitable 
arrangement with the Saskatchewan and federal 
governments so that the Company’s southwestern 
Saskatchewan oil production could be restored to normal 
levels. To date this effort has been only moderately 
successful. Canadian refiners have historically purchased 
only negligible quantities of this medium gravity high 
sulphur oil. Due to federal tax and export controls this oil is 
now less competitive in its usual United States markets. As 
a result of improving natural gas prices several formerly 
uneconomic properties were placed on production in 
1975. Opportunities exist to expand this program in 1976. 


The Company’s heavy oil evaluation programs were 
continued in 1975, but further work may be deferred until 
certain economic uncertainties can be resolved. The 
Alberta government has announced a cost sharing 
program for development of heavy oil technology. The 
Company has made application to be included in the 


program, and if the submission is accepted, the in situ pilot 


operation commenced in 1974 in the Chipewyan area of 
Alberta will be expanded. 


Nineteen seventy-five was a difficult and very challenging 
year for refining and marketing operations as general 
economic conditions, particularly in British Columbia, 
contributed to oversupply and intense competition. Price 
restraints, both federal and provincial, added to the 
difficulties experienced. Despite these many adverse 
factors retail sales were increased over levels reached in 
1974. As aresult of self-serve competition in the retail 
gasoline market we initiated a pilot program to develop 
more competitive marketing techniques. Results of the 
program have been encouraging, and we are proceeding 
to implement the techniques developed throughout our 
retail system. 


There were several changes in the Board of Directors and 
corporate officers during the year. Mr. W. E. Farrar, 
President of the Company for fourteen years, resigned in 
March to accept a position with Union Oil Company of 
California. Mr. C. S. Brinegar, a Senior Vice President of 
Union Oil Company of California, was elected to the Board 
of Directors, Mr. C. W. Dumett, formerly Vice President 
Production, was elected to the Board and appointed 
President. Other appointments included Mr. E. J. Connor 
as Vice President Production, Mr. J. L. Maclagan as Vice 
President Finance and Treasurer and Mr. D. B. Jarrett as 
Comptroller and Assistant Secretary. 


The Directors wish to express their appreciation to the 
more than 300 men and women of the Company for their 
continued dedication and fine efforts throughout a difficult 
year. 


On Behalf of The Board 


Ip Lr 


President 


February 16, 1976 


Exploration and Production 


Exploration 


Exploration capital expenditures were reduced in 1975 as 
emphasis was redirected from federal lands in the frontier 
areas of Canada to Alberta and British Columbia. This 
change in emphasis resulted partly from a lack of 
exploration success in frontier areas but, more directly, 
was Caused by proposed changes in federal regulations, 
formation of Petro-Canada and improved economics for 
exploration in Alberta and British Columbia. The proposed 
federal oil and gas land regulations infer severe limits on 
profitability as well as the granting of preferential rights to 
Petro-Canada. The Company’s land holdings in the Yukon, 
Northwest Territories and the Beaufort Sea will be 
maintained and plans developed for further exploration at 
such time as current uncertainties are resolved. Expanded 
drilling and land acquisition programs are planned for 
Alberta and British Columbia in 1976. 


The Company participated in the drilling of 16 exploratory 
wells in 1975, including 10 drilled by other companies on 
farmouts from Union, resulting in two natural gas 
discoveries. One discovery may prove significant. This 
well, which tested nine million cubic feet of natural gas per 
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*Reservations & Permits 


day, was drilled in British Columbia on a 19,000 acre 
permit in which the Company holds a 50% interest. 


During the year the Company acquired a total of 4,170 
miles of reflection seismic surveys in Alberta, British 
Columbia, the Northwest Territories and Bangladesh. Of 
the total 3,320 miles were acquired through participation in 
field programs and 850 miles were acquired by purchase of 
existing data. 


In 1975, 163,000 net acres of petroleum and natural gas 
rights were purchased at a cost of $1,430,000; 400 ,O00 
acres were acquired by farmin agreements or 
assignments and 102,000 acres were acquired by filing. 
Also, during the year 2,690,000 acres were surrendered, 
including 1,058,000 acres in areas offshore eastern 
Canada and 123,000 acres in the Arctic Islands. 


Foreign exploration was limited to Bangladesh where the 
Company holds a 25% interest ina 4,144 square mile block 
of land, mostly offshore from the mouth of the Ganges 
River. Amarine seismic program has been completed with 
encouraging results and an offshore exploratory drilling 
program will commence in the first half of 1976. 
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Minerals 


During 1975 Union participated in mineral exploration 
programs in Alberta, British Columbia and the Northwest 
Territories. As a result of expanding operations, and in 
anticipation of future opportunities, a minerals department 
was established late in the year. 


The most significant activity was additional evaluation of a 
recently discovered thermal coal deposit in Alberta in 
which Union holds an 80% interest. Results to date indicate 
potential for a significant reserve. Government approval for 
additional core hole drilling and bulk sampling is expected 
early in 1976, and we expect to conclude field evaluation of 
the property and commence a mining feasibility study by 
year end. 


In 1976 the Company plans to participate in several new 
exploratory ventures with emphasis directed primarily to 
coal and uranium. 


At year end net land holdings totalled 205,335 acres 
including 6,400 acres of coal lease, 136,328 acres of coal 
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lease applications, 7,932 acres of mining claims and 
54,675 acres of prospecting permits. 


Production 


Development drilling was at alow level in 1975. The 
program consisted of minority participation in four oil wells, 
21 gas wells, four service wells and seven abandonments. 


Gross crude oil and natural gas liquids production 
averaged 30,119 barrels per day, down 23% from 1974. 
The decline resulted from reduced exports (42%), lack of 
market for medium gravity Saskatchewan crude (39%) 
and normal field decline (19%). The average wellhead or 
plant gate price for crude oil and natural gas liquids 
increased by $1.53 to $6.47 per barrel in 1975. Union's 
share of this increase, after deducting taxes and royalty 
payments, was about 50 cents. 


In 1975 the Company’s medium gravity Saskatchewan 
crude oil production averaged 3,500 gross barrels per day, 
down 50% from 1974. The production loss was originally 
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created by imposition of a federal export tax which made 
the crude less competitive in its historical United States 


market. The problem has recently become more serious as 


the federal government has implemented a plan to 
gradually reduce all crude oil exports. Unfortunately this 
medium gravity high sulphur crude has a limited market in 
Canada and a return to anormal production rate will 
require the cooperation of Canadian refiners as well as the 
Saskatchewan and federal governments. Although we will 
continue to seek a solution, only limited success can be 
expected in 1976. 


Gross natural gas sales averaged 66.7 million cubic feet 
per day, a 17% decrease from 1974. The decline results in 
part from reduced demand but primarily from field decline. 
In early 1975, as natural gas prices improved, several 
formerly uneconomic gas properties were placed on 
production. Prices improved further in late 1975 and 
additional properties will be placed on production in 1976. 
We expect the decline in natural gas production will be 
arrested and reversed in 1976. The average natural gas 
wellnead price increased by 28 cents per thousand cubic 
feet to 53.7 cents in 1975. The Company's share of this 
increase was about 14 cents. 


Gross sulphur sales averaged 220 long tons per day, a 
33% reduction from 1974. The decline was caused by 
reduced demand in the export market. Fortunately, prices 
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remained at levels above those prevailing in 1974 and the 
average plant gate price improved by $2.30 per long ton to 
$10.72. The Company's share of the price increase was 
about $1.06. 


During 1975 facilities were completed to extend the 
Kaybob South Triassic waterflood and conserve 
associated gas. Union’s share of gross oil production will 
increase by approximately 500 barrels per day. 


A major construction project to provide improved sulphur 
recovery facilities at the Kaybob South gas processing 
plant was near completion at year end. 


The Company was involved in two research programs 
designed to gather data in preparation for drilling in the 
Beaufort Sea. Union is one of 18 companies participating 
ina 12 million dollar industry-government environmental 
study and one of nine companies supporting evaluation of 
design criteria for a novel semi-submersible drilling system 
with ice cutting capability. Further, we have made a 
substantial financial contribution to one of the first wells to 
be drilled in the Beaufort Sea. The drilling systems for this 
initial program are expected to enter the Beaufort Sea in 
TSA): 


Evaluation drilling was continued on Union’s wholly owned 
heavy oil or bitumen properties at Chipewyan and 
Athabasca In northern Alberta. Twenty-seven core holes 
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were drilled in potential mining areas and 12 wells were 
completed in areas which will require in situ recovery 
methods. A pilot steam injection project was commenced 
at Chipewyan in early 1975 and was successful in attaining 
all initial objectives. 


Because of unresolved royalty and taxation issues we are 
reluctant to undertake additional research on heavy oil 
recovery. However, the Alberta government has 
announced a cost sharing program for development of 
heavy oil technology. Union has applied for support under 
the program and, if successful, will expand the Chipewyan 
operation. 


The Company’s gross proven developed and undeveloped 
year end reserves, as calculated by staff reservoir 
engineers, are summarized in the accompanying table. 
Developed reserves are the quantities that can be 
recovered through existing facilities. Undeveloped 
reserves are the volumes estimated to be recoverable from 
wells to be drilled on proven undrilled acreage, from 
recompletion of existing wells, or from the installation of 
new facilities for enhanced recovery or gas processing. 
Potential heavy oil reserves are not included. 


This is the first year that reserves have been reported ona 
gross rather than a net basis. Gross reserves reflect the 
Company’s ownership interest before deducting royalties. 


Gross Reserves 
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The revised reporting has been adopted to provide more 
reliable year end reserves and to facilitate year to year 
comparison of performance. Net reserve calculations are 
now less reliable as a result of the increasing frequency of 
change in basic royalty rates and the introduction of 
supplementary royalties which vary with sales price. 


Refining and Marketing 


The Company’s Prince George refinery processed 
2,263,000 barrels of crude oil and condensate in 1975, 
6% less than the 2,408,000 barrels processed in 1974. 

A reduction in refinery throughput was required during the 
third quarter as strikes shut down our major heavy fuel oil 


customers. 


The year 1975 was also a difficult year for marketing. A 
combination of industrial unrest and a depressed economy 
in much of our marketing region has contributed to an 
oversupply of products and severe price competition. Total 
sales volume of refined oil products to all classes of trade 
was 72.5 million gallons in 1975 as compared to 78.3 


million gallons in 1974. 


The market for heavy fuel oil in British Columbia was 
seriously restricted as the price of this product rose to 
reflect rising crude oil price, while the price of industrial 
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Sulphur 
(Long Tons) 


1975 
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natural gas has remained essentially static. As the price of 
both crude oil and natural gas are controlled by 
government, regulatory agencies must take the necessary 
steps to equate commodity values of energy fuels so that 
these resources will be competitive and conserved for the 
proper end use. 


Although various forms of price controls have been 
imposed throughout our marketing region, product prices 
have increased to partially recover the increased price of 
crude oil and escalated manufacturing and distribution 
costs. The price of motor gasoline has increased further as 
aresult of sharply increased taxes. Consequently, the 
consumer has become extremely conscious of even minor 
variations in price. 


Employee and Corporate Affairs 


During 1975, Union employees continued to participate 
actively in industry sponsored organizations and 
community endeavours by donating time and effort toa 
variety of projects. Employee expertise was directed 
through the Canadian Petroleum Association and other 
technical societies so that meaningful representations 
could be made to the various levels of government, the 
media and the general public on a number of key issues. In 
addition, employees were encouraged by the Company to 
support cultural, charitable, political and educational 
projects. 


The changing business environment, as it relates to the oil 
and gas industry, has resulted in the Company redirecting 
some of its effort and making organizational changes and 


personnel realignments so that new goals can be achieved. 


Mr. D. B. Leitch was appointed General Manager of the 
newly formed Minerals Department. In the Production 
Department, Mr. J. J. Sullivan became Manager of 
Production, Mr. H. E. Hughes, Manager of Drilling and Mr. 
W. C. Cracknell, Manager of Engineering and Joint 
Interest. In the Refining and Marketing Department, Mr. J. 
C. Wesch was appointed Manager of Refining and Product 


Union’s approach to the retail market has been to provide 
“Full Service’”’ to the motoring public through attractive, 
clean and well-managed stations. This approach continues 
to be our basic policy. However, in late 1975 we introduced 
a pilot program to test marketing methods that would allow 
us to be more competitive yet retain the concept of service 
to our customers. The basis of the program was to develop 
‘Express Service’’ islands at service stations which 
compete in price sensitive market areas. Rather than 
employ ‘‘Self Serve”’ methods at these islands, attendants 
pump gasoline at ‘‘Self Serve’’ prices. Each retail outlet 
continues to provide ‘Full Service”’ for those customers 
desiring this form of service. Preliminary results of the pilot 
program have been encouraging and we intend to expand 
“Express Service’ marketing in 1976. 


Supply and Mr. B. F. Gandossi, Manager of Marketing. In 
the Finance Department, Mr. J. J. Bohnet was appointed 
Manager of Accounting. 


At year end the Company had 337 permanent employees. 
Summer employment was provided for 27 undergraduate 
students from a variety of educational centres. 


The Company's Retirement Plan was amended effective 
January 1, 1976. The amendments standardize the normal 
retirement age at 65 years for both male and female 
employees and provide an early retirement option at age 
62. Aprogram was also initiated by the Company to 
provide supplemental payments to retirees. 


Opportunities for employees to broaden their skills are part 
of ongoing manpower planning and development 
programs. During 1975, 23 employees successfully 
completed outside extension courses under the 
Company's educational aid program. A further 38 
employees received special technical training, at outside 
institutions, in exploration, drilling and production 
techniques, as well as at Seminars in economics, 
supervision and management. Internally, 56 employees 
were trained for arctic safety and survival. 


Financial Summary and Analysis 


Union’s 1975 net earnings were $15.4 million, an increase 
of $3.1 million over 1974 net earnings of $12.3 million 
which have been restated to give effect to an overprovision 
for income taxes as explained in Note 1 to the financial 
statements. Earnings in 1975 included an extraordinary 
gain of $1.0 million realized from the sale of commercial 
real estate. 


Earnings have improved during the past few years mainly 
as aresult of increases in crude oil and natural gas prices. 
Growth in earnings from operations slowed in 1975, 
primarily as aresult of reduced crude oil production and 
the first full year of income tax payments. To illustrate the 
impact of the high rates of income tax to which the industry 
is now subject, had the Company not been required to pay 
income tax on royalties and other kinds of payment to 
government, 1975 net earnings would have been 
approximately $19.5 million. Return on shareholders’ equity 
has risen from the unsatisfactory levels of past years to 
NOMS 1OF 1975: 


Net Earnings 


Millions of Dollars Percent 


Extraordinary Gain 


Return on Shareholders’ Equity 


Cash flow for 1975 was $29.2 million, a decrease of 25% 
from 1974 restated cash flow of $39.2 million. 
Nevertheless, the funds generated in 1975 were more than 
adequate to cover increased income tax assessments, the 
Company’s first dividend (60 cents per share) and capital 
expenditures. Cash and short term investments increased 
by $4.4 million to $50.7 million at year end and working 
capital amounted to $53.7 million. 


The graphs on these pages indicate that the trend of 
earnings, cash flow and total revenues has been upward 
over the past 10 years. 


Total expenses, not including income taxes, were $61.4 
million in 1975, an increase of only 3% over $59.6 million in 
1974. Production expenses were 9% lower as a result of 
reduced crude oil production, incentive rebates and cost 
reduction efforts made on Company-operated properties. 
However, those cost reductions were more than offset by 
inflationary cost increases for most goods and services. 


Cash Flow 


Millions of Dollars 


40 


Income tax payments for 1975 increased to $17.9 million 
from the restated amount of $7.2 million paid in 1974. The 
restatement of the 1974 figure is explained in Note 1 to the 
financial statements. The year to year comparison of taxes 
payable is distorted by the fact that assessment of tax on 
government share of proceeds from the sale of crude oil 
and natural gas was in effect for a full yearin 1975 
compared with eight months in 1974. 


Capital expenditures in 1975 totalled $16.5 million as 
compared to $26.7 million in 1974. Reduced exploration 
expenditures account for the decrease. The Company’s 
strong cash position and expected increase in cash flow 
provide opportunity to increase capital expenditures in 
1976. Continued improvement in royalty and taxation 
policies should encourage increased capital spending for 
petroleum and mineral exploration and development. 


Financial statistics for the past ten years appear on pages 
18 and 19 of this report. 


Total Revenues Net Earnings in Cents 


(Not including retail sales and excise taxes) Per Dollar of Revenue Capital Expenditures 
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Extraordinary Gain 


UNION OIL COMPANY OF CANADA LIMITED 


and its wholly owned subsidiary 


Consolidated Statement of Earnings 


Year ended December 31 


Revenues 
Sales of crude oil, natural gas, natural 

gas liquids and sulphur 

Sales of refined products 
Interest and other income 
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See Summary of Accounting Policies and Notes to the Financial Statements 


UNION OIL COMPANY OF CANADA LIMITED 


and its wholly owned subsidiary 


Consolidated Balance Sheet 


December 31 


Assets 


Current Assets 
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Liabilities 
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Shareholders’ Equity 


Share Capital (Note 5) 
Authorized 
22,500,000 shares without par value 
Issued and fully paid 
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UNION OIL COMPANY OF CANADA LIMITED 


and its wholly owned subsidiary 


Consolidated Statement of Retained Earnings 
Year Ended December 31 
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Adjustment tor over provision onlincome taxes (NOG I) ees erreeeeen eee eee 


Adjusted balance at: DeGIMMING Oly Cale erences tee ast eee eee eee 
Net Carmingsiortne Vara ce eon eeler er ec cc erctaee teen aoe ne 


DIVINE ANCL ie an eet ere ce a str Re rere 
Balance at end of year 


Consolidated Statement of Changes in 
Financial Position 


Year ended December 31 


Source of Funds 


TOtal MOVES seca sis eis RR Bae saree Pec ke atime et eee oe 
Lessiexpenditures involving e OUTLAY OULUINGS pence. snag say eee ieee etree renee 
EUROS DFOVICEC a rsaiiude states te ist a tn A eR 
ISSUG OT SNANES, cee vece2et cpg tesa pes escent arte ue a oa ete a ee 
Disposal of property, plant and equipment 
Disposal of real estate 


Use of Funds 
Capilaliexpenditures 55.c0r ascent cence te 0 re ee ean 
Netincrease (decrease) imotnegassSelSa maser ea ee ee eee 
DL els) pro 6 y= |(¢ prmnrectrmntrr treats, Wate rie ce Mane avr tant Seleane aA MeN EN iar meaty nano ousamunen hoe 
Increase in Working Capital ieee eae eee ee 
Working capital at beginning of year 
Working capital at end of year 


Consisting of: 
Current assets 


See Summary of Accounting Policies and Notes to the Financial Statements 
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Summary of Accounting Policies 


Principles of Consolidation 

The consolidated financial statements include the accounts of 
Union Oil Company of Canada Limited and its wholly owned 
subsidiary Union Oil Holdings Limited. 


Inventories 
Valuation of inventories is at or below average cost but does not 
exceed net realizable value. 


Leasehold Costs 

The cost of acquisition of oil and gas rights, which includes a 
portion of the costs of wells drilled to earn an interest in Such 
rights and the cost of geophysical surveys which result in 
acquisition or retention of those rights, are capitalized. Such 
costs related to unproven oil and gas rights are amortized over 
the estimated period of retention of those rights and when such 
rights are surrendered their original cost is charged against the 
accumulated amortization. When unproven lands become 
productive the original costs are transferred to proven and, like 
the acquisition costs of producing properties, are charged 
against earnings by an annual provision for depletion calculated 
ona unit of production basis. Total proven reserves, both 
developed and undeveloped, are usedin this calculation. 


All oil sands and heavy oil expenditures are capitalized as cost of 
oiland gas rights and are amortized over the estimated period of 
retention of those rights. 


Exploration and Development Costs 
The costs of drilling exploratory wells are charged to expense as 
incurred, except that a portion of the costs of those wells which 


Notes to the Financial Statements 


Note 1— Income Taxes 

Under the provisions of the Income Tax Acts, the Companies 
may deduct exploration and development expenses and may 
provide for capital cost allowances at rates which vary from the 
corresponding write-offs and depreciation recorded in the 
accounts. Any excess of such costs not used in one year may be 
carried forward to apply against future income. At December 31, 
1975, exploration and development expenses totalling 
approximately $5,400,000 were carried forward for use in 
computing taxable income in future years. There remained atthe 
same date approximately $20,900,000 of assets in respect of 
which capital cost allowances may be claimed. At December 31, 
1974, the comparable figures were approximately $3,850,000 
and $22,400,000. 

In accordance with the income tax allocation basis of 
accounting, the companies have provided in the accounts for 


are drilled to earn interests in petroleum and natural gas rights 
are capitalized. The costs ot geophysical surveys are initially 
capitalized and such costs which do not result in the acquisition 
or retention of lands are subsequently charged to expense when 
the results are evaluated. 


Depletion and Depreciation 

The costs of drilling successful wells and costs of production 
equipment and facilities, including gas processing plants, are 
capitalized and subsequently charged to expense as depletion 
and depreciation which are calculated on the unit of production 
basis using in the calculation only proven developed reserves. 


Costs of refining, marketing and general facilities are 
depreciated on the straight line basis over the estimated useful 
life of the facility. 


Income Taxes 

The Company follows the practice of claiming maximum capital 
cost allowance and other deductions in calculating income for 
tax purposes. 


The Company also follows the tax allocation method of 
accounting for deferred income taxes which makes provision for 
taxes deferred due to timing differences between expenditures 
claimed for tax purposes and the charging of those expenditures 
against earnings in the accounts. 


income taxes deferred by reason of all timing differences in 
claiming costs for tax purposes and charging these costs against 
earnings for financial accounting purposes. In 1975, costs 
charged against income in the accounts exceeded those 
claimed for tax purposes with the result that a reduction in 
deferred taxes of $1,921,000 is reported compared with a 
provision of $6,500,000 reported in 1974. 

The Income Tax Acts provide that certain expenditures made 
since November 7, 1969, may be carried forward for use in 
calculating depletion to be applied in determining taxable 
income. At December 31, 1975, the amount of those 
expenditures which had not been applied, only 33% % of which 
may constitute earned depletion, was approximately 
$40,900,000 ($64,300,000 at December 31, 1974). 

At the end of 1974, the changes in the income tax legislation 
which had been presented to the House of Commons on 
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December 20, 1974, and the effects of announcements 
regarding rebates which had been made by each of the 
Provinces of Alberta, British Columbia and Saskatchewan, were 
not fully known. As clarification of all of the changes was 
provided throughout 1975, it was determined that the provision 
for income taxes reported for 1974 was overstated by 
$1,800,000, with a corresponding understatement of earnings. 
As shown in the Statement of Retained Earnings, a retroactive 
adjustment has been made to record the corrected provision for 
taxes. For comparative purposes the 1974 Statements of 
Earnings and Changes in Financial Position reflect the corrected 
provision for taxes and earnings. 


Note 2— Remuneration of Directors and Officers 
Statement required by Canada Corporations Act: 


(a) number of directors — seven 
aggregate remuneration as directors — $2,500 


(b) number of officers — eight 
aggregate remuneration as officers — $324,900 


Note 4— Property, Plant and Equipment 
at December 31, 1975 


WIAPFOVEIN TANS, eis. oho oncrute ns git tea: e tose aeereh ee ee ence rene 
PROVO LINAS oases caterer see ortet eer ec cette a een teers ee a 
Exploration WOrkIMiOrO@GieS Sa: eames. =. rear marr tener enn er eer 
Oiland gas wells ancdiaciitleScee...r cane eee ree 
Gas plans and facilitieSs..c.2,-:ancua stance uence ee ae eee 
Marketing Sites amciiaciiities =. css cn waa eee ee ee 
FRE FI VOIY case 8. pw anh wate sobeaser tery cinbaeramee hor eaten re Cee ETS tae te a ey ee 
Other facilities andiequipme nie: ees ere eee er eee 


Total DECeEMbeES iT A/S eee eee 
otal = DECE Mb ERS OA ee ee eee 


Note 5 — Share Capital 


Re $211,403,000 
on taadee $204,865,000 


(c) number of officers who are also directors — two 
Statement required by certain provincial Securities Acts: 


Aggregate direct remuneration paid or payable by the Company 
and its consolidated subsidiary to the directors and senior 
officers of the Company amounted to $327,400. 


Note 3— Commitments and Contingencies 

In accordance with relevant regulations, the Company has 
issued non-interest bearing demand notes which are on deposit 
with the governments of Canada and Alberta to guarantee the 
performance of exploratory work in respect of certain Crown oil 
and gas rights granted to the Company. These demand notes 
totalled $3,384,000 at December 31, 1975. 


The Company is contingently liable for the payment of principal 
(toa maximum of $2,350,000 at December 31, 1975) and 
interest in respect of certain debentures of a pipeline company of 
which Union Oil Company of Canada Limited is ashareholder. 


Gross 
investment Net 

at cost Investment 
seen $ 46,527,000 $ 35,604,000 
5 cee ere 39,591,000 15,652,000 
schemes ~<2,374°000 2,374,000 
cWend dr a 70,941,000 39,029,000 
Oy, Etre ee 18,566,000 9,974,000 
ReGen 19,287,000 15,516,000 
Dee eA 10,793,000 6,811,000 
Pe ere ES 3,324,000 1,740,000 


$126,700,000 
$127,540,000 


At December 31, 1975, options to purchase no par value shares of the Company were outstanding as follows: 


Date of Grant 


September cd: 7:01:97. Once aie en aks, Coe ace ce ea Ren ee eee eee 
September 91 O/B edi cick Acsea nears sac ey ee ea caer rn 
MarGn 8. 197A oooh eer sas ances eat: (tse ae eee een 


Option prices are 90% of the market price at the date of grant. In the case of 
the 1970 options, effect has been given to the three for one share split in 


November, 1972. 
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Held by 
Officers 
(one of whom Option 
is a director) Price 
ceca eaanee 6,930 $10.65 
ote ere 1,500 $13.95 
Ohl Gee ee 16,800 $11.95 


Note 6— Anti-Inflation Act 

With effect from October 14, 1975, the Company appears to be 
subject to restraint of profit margins, prices, dividends and 
compensation under the terms of the Anti-Inflation Act. 


The impact of this legislation on the Company’s profit margins, 
prices and compensation arrangements is not presently subject 
to satisfactory determination because of uncertainties 
respecting the application to the operations of the Company of 
certain provisions and definitions contained in the Act and the 
Regulations. No provision has been made in the accounts to 
December 31, 1975, for the effects of the Anti-Inflation Act since 
those effects, if any, would not materially change the financial 
information reported herein. 


Under the legislation it appears that the amount of dividends 
which the Company might declare during 1976 will be subject to 
restrictions. Clarification of the extent of those restrictions has 
been requested from the Anti-Inflation Board. 


Note 7 — Comparative Figures 

Certain 1974 figures provided for purposes of comparison have 
been restated to conform to the presentation used In the current 
year. These changes have no effect onthe 1974 earnings. 


Auditors’ Report 


To the Shareholders of 
Union Oil Company of Canada Limited 


We have examined the consolidated balance sheet 
of Union Oil Company of Canada Limited and its wholly 
owned subsidiary as at December 31, 1975, andthe 
consolidated statements of earnings, retained earnings 
and changes in financial position for the year then ended. 
Our examination included a general review of the 
accounting procedures and such tests of the accounting 
records and other supporting evidence as we considered 
necessary in the circumstances. 


Calgary, February 4, 1976 


In our Opinion, these consolidated financial 
statements present fairly the financial position of the 
companies as at December 31, 1975 and the results of 
their operations and the changes in their financial 
position for the year then ended, in accordance with 
generally accepted accounting principles applied ona 
basis consistent with that of the preceding year. 


Chartered Accountants 


Ten Year Statistical Review 


Per share figures for years prior to 1972 have been restated for comparative purposes 
to give effect to the three for one share split in November of 1972. 


FINANCIAL (in thousands of dollars, except where otherwise specified) 


[INCOME FLOM all SOURCES 35 secccisscoses os nace cere See se arate on ee URNS oe Rae etre cere 
GASH EXDEMNSES  acncde da. usacia nek eeeace cies etantc Pence lasch tte tea er eR are ue nn IE Eee Can rcs oN on 


Giz amen Weinelag nel eis 1gs el ncaa ceastetensonanot saa sig canon geaneoday aid scosdontasiotabdaxeaagouernsadensnsdacdusoneons 
DOIAES PON SIAL Src 85 sce fre cesar ce stereo CREP ee nor ee 
NOM=CaSH:CXDEMS Oi. cig os.d Avant ota een senate cae mae erie aeeaeiemec mar aI et TES 
Provisionitordeterredincometaxe Sima rre ects cente cet are hres erent ter Carer ieee neta ee nner enna 


Earnings forthe yeareescascaceccote eter cee rec rsa se oer cee eee Se een ante cc ree ee 
Dollars: pershiare sctasiccasecantesectece nose eee reader nema ee enue naa eS Sure eEeeR ReR et Eeee 


Nonerecunning profitomsaleOliaSSeiSarne sm nesmemrce rc ente ete accent cre re ceet en eran ere 
Dollars perShare sett. careusnaseeuctininsanenskemats aa eeeun ARM ete mite artnet cesar te Er eae 


WOFKIMNG: CADITAl nenasn sates eaasas antasenenn eben ange saseame asker Mapa aere en eeeraet pete tr Se eer ere ee 
Propentysplantamaliec tiie niteyine tiemesceee ence eee ee gate eet ater ete aetna a erst rte ont eee 
lnvestmentSandiOther aSSetS tyr. snicece ere. er kine dae teetiee an eee ent Phere: Sein ete ae ee et Ree eeeey 


TOtal'aASSSTS SM PlOVSAE Bm aleve can cele ate ae eet ees ee URI ey Ate ent ere eet et 
Leaniandiothe rlia bilities sac: cccevcncctacete nest boca es asacsra aoe na. acne tata ema eee ER eee cree 


Shareholders equity’ ima: 7. cas snewea ta nerauna see are ania ha teen Neen ERMAN RNs Ne it ee 
Dollars POF SHALES i snes scincn cat ceed sea elite aren as teeth eae RI Te cers ae corre to 


NUS Of SMEWSS ISSUE! Ell OUNSEUMOMAG) occas conc snsenannioonaut yo suneddaniuosmsosdopsaneccuesaccaascenae aes: 
(Since 1972 no par value, prior years $1 par value) 


NUMBEF-OT'SMArEMOlASKS eee eo ccerctrerrsan eeepc ees ey och tae ee TICE STR ACE aE 


Capital expenditures 
Development Grillin ieeteeeeecc steers. sateen eee eee eee Ree ent ete ne eee ee ee 
Oilgasandigas'plantiacilitioStaecm tec cer neers case eee eRe eee Ree een 
Expl@ratory cc rill Ges scrctaie secs et. ce cae tet cas dame pee te eee eae oe 
GEOPNYSICAISUIVEVS Ss sen.cucet cack sa geenee tector et hace ee cri atc oe 
Acquisition of oil and gas properties and other rights and interests ...............ccees 
inc ALIAS ecrrmpenacramy ents to serctatana tori: eccnaeuntesca trace sme samira netscantnoonuubier sosokeetnseat nae sachasemedoouses 
MArk@tinig scuseasisimrmaccraeaetemamaataencsess nehea uncer tiriae amet Noce nee eT Re CERES 
QU Geiss pesmrncwre Sa aettartea cd aahask ge eats Sa ue NG GR 


OPERATING 
Average Gross Daily Production 

Crude @ilandiNatraliGasi iq WidsSi(oo|S%) pees eee een nee ere 

NaturaliGas (MCh) ius say cess cnet cne a ieechebee tin tine ire CaS Eree CREE EEE eee eet ere nee 

SUIPNUFIGOMG TONS) sync srcqcasenacec come eee ores sae ae Berea eee en 
Gross reserves 

Crude oil and natural gas liquids (thousands Of DbIS.) ....... cece eeeecceecececececceseeesceeeeneeeniens 

Natural: Gas GmimCh) ies costtanee sr aanecccotcet eee Cee eases: ROR Re re SRE en 

SUIPNUFCIONG TOMS), GAR ran anencse eee cee tenon cece «eae ae ee nee 
Retroleumiland holdings (housandsofnetacnres) mene ines treet cee anaes nnn ear eee 
Refinery throughput (bbls. per calendar day) 
Number of employees 


“First full year of operation. 
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48,852 
127,540 


2,450 


178,842 © 


30,065 


148,777 


$ 10.33 


14,399,190 


983 


S$. 2318 


2,861 
9,524 
3,730 
5,984 


385 

1552 

290 
$26,651 


39,097 
80,809 
308 


128,157 


626,586 | 


978,864 
8,430 
6,597 

360 


$ 8 


Bae 


122,004 
3,547 
160,050 © 


23,565 
136,485 
$ 9.48 


14,395,440 


$ ati7 


1,191,600 
6,221 
6,507 
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1972 1971 1970 1969 1968 1967 1966 


$ 53,407 $ 47,790 $= 40,703 So 37,143 $ 30,896 $ 25,265 $ 23,947 
26,914 23,226 20173 ThVi2 VA 223 8.163 6,994 
26,493 24 564 19,930 20,031 16,673 17,1382 16,953 

1.84 teva 1.39 1.39 1.16 1.19 1.19 
16,503 13,3823 12,740 12,180 Teed 10,279 10:575 
2,826 3,291 2230 2,495 1/68 2265 2424 
7,164 7,450 4,954 5.356 3,488 4,588 A 25/ 
0.50 0.52 0.34 0.37 0.24 0.32 0.34 

. . 1,257 . 2 - 2 
= a ae Be DES, lie Oe ies ee A as 
22,994 16,386 4,756 155 (2,592) 8,083 12 574 
720,174 116,815 117,946 114,933 108,192 93,240 82.213 
3,417 Sas 2,964 3567 3,764 2.085 2225 
146,585 136,544 125,666 119,255 109,364 104,108 97,012 
— = — 2,040 _— _ 101 
19 338 46,512 Toren 10,985 8,490 6/22 4,457 
VR eCay 120,032 112,445 106,230 100,874 97,386 92,454 
$ 8.85 $ 8.35 $ TES $ 7.39 $ 7.02 $ 6.79 $ 6.36 
14,385,940 4 193,(10 4,789,430 4,789,300 4,789,300 4,789,300 4,768,050 
858 917 1,041 1. O87 Wels 1310 1451 
$ 1515 $ 2,089 $ Pt Si0) $ 2,968 $ 5.276 $ 3,465 $ 4,436 
2,812 2,350 SOE 3.202 12,039 1,592 2,680 
5,944 3220 2,444 1,226 1,796 1,685 2,426 
2,616 1770 3,009 e615) 1,914 B33) 1.633 
6,067 1457. 1,629 3,858 934 2,591 27,196 
58 76 127 1,286 Ser 6:125 1,893 
602 1,629 2Aat7 4,618 3,970 2 OTe 994 
521 248 798 S37 158 170 TKO) 

$ 20) 135 $ 12,839 $ 15,966 $ 19,106 $ 26,424 $ DAVIS SIS $ 41,368 
41,877 40,629 39,556 35,829 82 135 32,042 S11 364 
65,698 54 263 50 525 48,876 41,829 29,700 21 536 

347 S17 289 247 — _ — 
163,833 175,786 185,051 184,080 181,550 179,400 158,898 
633,472 600,076 555,889 548,433 534,569 477,407 474,440 

1,338,000 1,428,119 1,488,736 1561-325 1,533,935 1,489,442 791,135 
5,288 sy oy (2) 5,681 6,628 7,397 6,169 5 Orr 
6,270 5955 rays |e} 52) 4,061 * — — 


371 35/ 329 286 234 191 133 


Head Office 
335 Eighth Avenue S.W., 
Calgary, Alberta 


Transfer Agent and Registrar 
The Royal Trust Company, 
Calgary, Montreal, Toronto, 
Winnipeg, Vancouver 


Subsidiary 
Union Oil Holdings Limited 


Stock Exchange Listings 

The shares of the Company are listed on 
the Toronto, Montreal, Vancouver and 
Alberta Stock Exchanges 


Auditors 
Coopers & Lybrand 
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Directors 


C.S. Brinegar 


Senior Vice President 
Union Oil Company of California 
Los Angeles, California 


R.A. Burke 


Senior Vice President 
Union Oil Company of California 
Los Angeles, California 


C.W. Dumett, Jr. 


President 
Union Oil Company of Canada Limited 
Calgary, Alberta 


W.E. Farrar 


Manager of Public Affairs 

Gulf Region 

Union Oil Company of California 
Houston, Texas 


Fred L. Hartley 


Chairman and President 
Union Oil Company of California 
Los Angeles, California 


C.F. Parker 


Senior Vice President 
Union Oil Company of California 
Los Angeles, California 


J. M. Tory, Q.C. 


Barrister & Solicitor 
Tory, Tory, DesLauriers & Binnington 
Toronto, Ontario 


Officers 


Fred L. Hartley 


Chairman of the Board 


C. W. Dumett, Jr. 


President 


J.C. Browning 
Vice President, Refining & Marketing 


Ez Connon 
Vice President, Production 


J. L. Maclagan 


Vice President, Finance, Treasurer 


G. P. Salisbury 


Vice President, Exploration 


R. G. Byers 


General Counsel, Secretary 


D.B. Jarrett 


Comptroller, Assistant Secretary 


Incorporated under the Laws of Canada 
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